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REF: SANTIAGO 7058 

1. CONSUMER PRICES IN SANTIAGO INCREASED BY 3.4 PERCENT DURING 
AUGUST ACCORDING TO THE MONTHLY SURVEY OF THE NATIONAL INSTITUTE 
OF STATISTICS (INE). INFLATION DURING THE FIRST EIGHT MONTHS OF 

1977 AMOUNTED TO 43.5 PERCENT, DOWN FROM 1 18.9 PERCENT DURING THE 
SAME PERIOD LAST YEAR. 

2. THE FOOD COMPONENT ACCOUNTED FOR 1.9 PERCENTAGE POINTS OF THE 
3.4 PERCENT INCREASE; HOUSING FOR 0.7 POINTS; CLOTHING FOR 0.2 
POINTS AND MISCELLANEOUS FOR 0.6 POINTS. 

3. INFLATION MEASURED OVER 12 MONTH PERIOD NOW STANDS AT 79.9 
PERCENT. THIS FIGURE COMPARES FAVORABLY WITH THE SAME ESTIMATE FOR 
AUGUST 1976 WHICH WAS 200.3 PERCENT AND AUGUST 1975 WHICH WAS 403.3 
PERCENT. 
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4. A LINEAR TREND LINE STARTING FROM SEPTEMBER 1976 THROUGH 
AUGUST 1977 INDICATES THAT INFLATION DURING 1977 COULD BE ABOUT 
66 PERCENT. IN ORDER TO ACHIEVE THIS, THE MONTHLY AVERAGE 
INFLATION RATE FOR THE NEXT 4 MONTHS SHOULD NOT EXCEED 3.7 
PERCENT. SO FAR, WE SEE NO REASON WHY THE MONTHLY RATE NEED BE 
ANY HIGHER. IN THIS CONNECTION, ANY POSSIBLE REINFLATIONARY 
EFFECTS ARISING FROM THE 6 PERCENT DEVALUATION OF AUGUST 29 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


SHOULD BE COUNTERBALANCED BY THE SIMULTANEOUS TARIEF REDUCTION. 
THE TWIN ANTI-INFLATIONARY EFFECTS OF A GROWING VOLUME OE IMPORTS, 
WHICH PRICE COMPETITION AND THE DRAWING DOWN ON THE MONEY SUPPLY 
IN ORDER TO PAY EOR THEM, SHOULD CONTINUE MUCH AS BEFORE. 

5. IT SHOULD BE NOTED THAT THE EXPANSION OF THE MONEY SUPPLY 
(Ml, OR CURRENCY IN CIRCULATION AND DEMAND DEPOSITS) FOR THE 
PERIOD JANUARY-AUGUST, FOR WHICH INFLATION STOOD AT 43.5 PERCENT, 

WAS 74.2 PERCENT. IF M2 (Ml PLUS SAVINGS AND TIME DEPOSITS) FOR THE 
PERIOD JANUARY-AUGUST, FOR WHICH INFLATION STOOD AT 43.5 PERCENT, 

WAS 74.2 PERCENT. IF M2 (Ml PLUS SAVINGS AND TIME DEPOSITS) IS 
USED, THE PERCENTAGE INCREASE IS 105.3 PERCENT. 

6. WERE THE CHILEAN ECONOMY STILL AS DORMANT AS IT WAS BY THE END 
OF 1975, THIS VERY CONSIDERABLE INCREASE IN THE MONEY SUPPLY 
WOULD PRESUMABLY HAVE RESULTED IN A MUCH HIGHER RATE OF INFLATION. 
THAT IT HAS NOT INDICATES THE EEFECT OF A FAR GREATER LEVEL OF 
ECONOMIC ACTIVITY THIS YEAR, WHICH IN TURN HAS REQUIRED, AND HAS 
BEEN ABLE TO ABSORB, A RELATIVELY HIGHER RATIO OF MONEY SUPPLY 

TO GDP. 

7. NEVERTHELESS, THE MONETARY AUTHORITIES CONTINUE TO CONSIDER 
THE CHILEAN ECONOMY TO BE HIGHLY VULNERABLE TO REFLATION. FOR THAT 
REASON, THEY PLAN TO MAINTAIN A RELATIVELY RESTRICTIVE MONETARY 
POLICY, AND TO GIVE ANTI-INFLATIONARY MEASURES GREATER PRIORITY 
THAN MEASURES TO STIMULATE RAPID ECONOMIC GROWTH. THIS, IN TURN, 
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WILL MEAN CONTINUED HIGH (THOUGH LOWERING) UNEMPLOYMENT LEVELS. 
NELSON 
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